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OFFICE OF REPORTS AM) ESTIMATES, CIA 
F/fi BAST/PAG IFIG BRANCH 

INTELLIGENCE HIGHLIGHTS NO a 38 
2 February - 8 February 1949 

SECTION I s SUfaiARY OF FAR EAST TRENDS AND DPJVELOHCTTS 

The UK is seeking assurances that a revived Japanese textile inrW-™ 
mil not compete with hor for export markets /n ?? ? textile industry 

i£ £“ 

of Trade Unions despite almost certain S^diaappro^p. 2). 

elections ° thero (p^s)! \tanwhilf “£ TmT “ f U .^ omor ««dSrgroS!d 
lem of divided c-lw-v, V Meanwhile, the UN Korea Comission faces the p?-ob~ 

(p. 4)f th * 0r ““ ° pim, “ « «» *>» b J«=t «f US troop withdrawals 

aSESS^TrrS s: “ =-» 

a! /itmn* At> ^ 


- ’ w t" f' v ^ 

trade with Communist-held North China 


„ ------- — ^u-uv. 'n p a 9i Chism Cheng, Governor of 

flscatfl Koliof°sto°?Ji™° d (r 8 e? <P Th ?) ™ d ° < ™ UKl ' sts in ’’ientsin ton- 
.nywhsrs in cSf <p! e)“ (P " 8) ° “ little mllii 

IndooSm h (p! ln S)! rdered “ Keneral °°' mWom, ’ , ’ lTO gainst «■ in 

C-S -Kr: s,?c~ sms 

"S“n»“."£rxi “si dVy'UfC* ,i. 




("A” » % “Options used m succeeding sections ciH^TTiSSHy 

® ° r C ) indicate the importance of the items in B/FE opinion 
vifch "A" representing the most important., opinion 
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SECTION II o DEVELOPMENTS IN SPECIFIED AREAS 


t»B« 


JAPAN 

ttv onrtel, In the scheduled April meeting of nations involved n C f 

g on Tariffs and Trade, («**),«•« 

L sheeted to aSi that Japan to granted "” 0 ®t-favorod-natim” toeatara at, 
Dartieulariy in regard to textile exports* Great Britain; fearful of 
future Japa ne se competition in the textile flold, has indicated that an 
Anglo~0S -Japanese agreement must be arranged prior to the GATT conference 
If the UK is to support the US proposal, 

US State Department hae circularized its diplomatic and consular 
officers, requesting instances of discrimination against Japanese imports, 
as for example the Australian differential duty on Japanese toxtllfiB. 

Such discrimination, if it proves to be appreciable, could endanger Japan a 
economic rehabilitation. 

Labor trends , Communist influences in the Japanese labor picture 
highlight^ last week, in the homeland by events at the Teachers Union 
convention and abroad by an invitation to join the World Federation o 
Trade Unions (WFTU), 

At the 4th Convention of the Japan Teachers* Union, a motion to remove 
support from the ccramunist-firont "League to Protect Democracy » was appro- 
ved by the Central Committee 113 to 62 with IS abstaining. This move 
SaSs the right may have been inspired by IWAMAMasao^s announc^ent that 
he had joined the Communist Party, IWAMA, a member of thjr Diet s Upper 
House and an influential union leader, has a radical record that dates 
back to formation of the 1st post-war teachers' union, Zenkyo, He 
figured in the suceeding conflict between the left-wing Zenkyo and th 
conservative "Tokyokyo" teachers' union. With the merger of the two fac- 
tions in June of 1947, IWAMA retained considerable Influence, 

Passage of the antl-Communist motion may herald another split within 
the Unions As in other unions, reacting against increased Cori^nist 
influence, this may result in formation of a "Democratization League 
within the Japan Teachers 9 Union, which will oppose any leftist activities 
of the parent body. The question is which faction will be suif latently 
strong to force the other into a minority position. 

Internationally, the reported decision of the WFTU Executive Cormtttes, 
meeting in Paris, to admit Japanese labor organizations was i 
by two C<mmmistHianiinated labor organizations , S anbetsu snd Zenroreno 
So Socialist-influenced Sodomei, on the other hand, may reject the bid. 
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JAPAN (Cent.) 

Japan is not at present a member of any international bodies and it is 
doubtful whether SCAT will approve membership in tho WFTUc Both the* WETU 
invitation^ extended after the withdrawal of the CIO and the British IUC 3 
and the expected noisy election of Japanese delegates to the June conven- 
tion probably anticipate SCAP disapproval an action that will furnish 
grist far the Gcmamnist propaganda mill 0 

Oa 30 Merch a 

Horthera Koreans are scheduled to elect members to the township and county 
Peoples 9 Cacmittees for the first time*, Pyongyang radioes announcement 
of the coming election stated that southern Korea will bo invited to par- 
ticipate,, Underground, revival of Peoples’ 5 Committees in the South is 
undoubtedly designed to continue the Soviet policy of creating confusion 
in the US-sponsored Republic and to emphasise that the Democratic Peoples 9 
Republic desires ‘’unification” of the peninsula despite US occupation of 
the southern zone,, 

Peoples® Committees were organized throughout Korea at the time of 
Japan*© collapse and were designed to farm the basis of an indigenous 
Korean government 0 They were the local organs of government and* in 
USSR-occupied Korea,? were recognised and utilised as the structure upon 
which to base the Communist regime c . In US -occupied Korea,, however 9 the 
ecsaaitteaa were ordered to disperse and 111 will against the US resulted & 
At present,, the Republic of Korea fills nearly all such local offices by 
appointment and has no immediate plans for local election Southern 
Korean© still have fond memories of their dispersed Peoples 9 Committees 
and nationalistic pride may well be aroused by an effort to revive this 
experiment in self-governments even if sponsored by the northern puppet 
regime o 

Ecaaa. invas ion” jeenorts exaggerated,. The vast coast border clash head- 
lined last week as an invasion of the south ly North Korean forces proved,, 
upon investigation^ to be a small-scale affair 0 Since all US troops were 
withdrawn from 38th Parallel outposts on 15 January^ a number of incidents 
have occurred o They appear to be small -»<•«!« reconnaissance opex-ations 3 
designed to discover South Korean unit strengths., locations and identities 
and tost their state of alertness 0 Nono 3 however 9 have been of invasion 
magnitude - last week 9 s affair included,, Such reconnaissance probes can 
be expected to continue 0 
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UK Commission problems n % 5 February, all but two of the UN Korea, 
OoEBnission delegates had arrived in Seoul, The Commission will confer' 
with Republic of Korea officials before acting to implement its mission 
of unifying Korea and observing or making recommendations regarding the 
withdrawal of foreign troops , Its work will be hampered both by the pro- 
bable refusal of Democratic Peoples* Republic officials to deal with the 
Commission and ty conflicting viewpoints as to its proper function and 
actions in the south. 

The principal southern issue will arise over the question of v; ^i- 
drawel of US troops. President Rhee will attempt to obtain a Commission 
recommendation in favor of continued US occupation. In opposition to Rhee* 
as many as 40 younger members of the National Assembly may follow the 
lead of Vice Speaker Kim Yak Soo in asking the Commission to recommend 
immediate withdrawal of US forces. Leftists in South Korea* who hitherto 
have been hostile to all HIT attempts to mediate in Korean affairs* may 
decide to adopt a temporary line of ostentatious cooperation, in an effort 
to convince the Commission that there is no danger of civil war and that 
Korean unity can be peaceably achieved when US troops withdraw* 

IMS 


Viet Hlhh victory plans . An order for a general counteroffensive against 
the Stench, issued at the end of January by Viet Kink GcammMer-in-Ghief 
VoHBguyen-Giap, was confirmed by President Ho Chi Minh following a recent 
meeting with his ministers. In calling for redoubled efforts to achieve 
ultimate and total victory. Ho emphasized that French strength must not 
be underestimated 0 At the same time. Ho once more denied the French 
allegation that he had signed a secret treaty with the Chinese Cossauniste 
in June 194® » 


». 

Race war continues Two significant developments in the Karan-Burman 
struggle came this week. First* the Peoples* Volunteer Organization (PVO), 
which has been in armed rebellion against the Government since July* 1946* 
is emerging in increasing numbers to assist Government forces in the 
fighting* particularly in aid arround the important port of Bassein and 
at Xnsein* 10 miles north of Rangoon, It seems likely that similar action 
has been taken by PVO groups throughout Lower Burma and that other Bur- 
mans* Communists included* may disregard their political differences and 
follow the lead of the PV0*s in taking up arms against the Karens, 
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BURMA (continued) 

Secondly, Lt„ Gen, Smith Dun, Burmese OommandeiN-in.~Chief, has left 
Rangoon for Kalaw, in Northern Burma, ostensibly on sick leave. Smith 
Dim, a Karen, has been replaced by Bo Ne T7in, a Burman and Left~T7ing 
oocialist* Smith Dun's departure will probably cause further Karen 
desertions from the Burmese Arny. Both those developments make the 
possibility of a general, amicable settlement between Karens and Birmans 
increasingly remote * 

INDONESIA 


nG ™ blan , A new scheme for the transfer of Netherlands 
sovereignty to an Indonesian federation is currently scheduled for dis- 
cussion on the Island of Bangka, The all-Indonesian meeting is supposed 
to include ^ Republican Resident Soekarno, Premier Hatta and a delegation 
of Federalists, If the Bangka conference accepts the Dutch plan (Neth- 
erlands relinquishment of sovereignty within two months to a "Republic 
of the United States of Indonesia"), both Dutch and Security Council 
timetables for elections and the granting of sovereignty would be con- 
siderably accelerated.. 


Republican leaders, however*, view the plan with skepticism, regard- 
ing it as a Dutch device to circumvent the 28 January UN rseolut3.on c 
Until recently, they have declined to participate, as Individuals, in 
discussions with the F ederalists, but have insisted that they b© recog- 
nized as representatives of a reconstituted Republican Government 

The Federalists, through whom the Dutch have attempted to win Repub- 
lican support, have shown an unexpected independence of their own. They 
have been reluctant to condemn the latest SC resolution and to commit 
themselves to a ny specific course of action, Nhile certain of the Fed- 
eralists are avowedly pro-Republic an, the great majority are anxious to 
stall without committing themselves until it is clear that either the 
Dutch or the Republicans will retain the balance of power in Indonesia, 

CHINA 

. ii?. TamijB-j en* s c ontinuing ef f orts to n egotiate peac e with the Com- 
munists appear to be f ac ing~ d xrnTni shing ' prospect s of success. In addition 
to the Communists' intransigence, there is a growing split within the 
ranks of the National Government over whether or not to continue negotia- 
tions, Premier STTN Fo in Canton has declared that the Government will 
fight on if honorable peace negotiations fail. The Cabinet, which has 
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given LI little support, has departed from Nanking and refuses to comply 
with Li's request to return* LI fears that the Generalissimo also is 
attempting to sabotage his peace efforts, despite reported assurances 
from CHIANG of his continued support*. "While it is to LPs personal 
advantage to continue negotiations, few Nationalist officials are likely 
to accept any binding peace commitments LI might make with the Com- 
munists „ 

Sinklang to become Soviet buffer a Soviet Ambassador Roahchin ! a 
transfer to wanton, and CHANG Chih-chung’s mission to Tihua, may be 
related in a Soviet maneuver aimed at consolidating Soviet control in 
Sinklang, thereby realizing a strategic security objective of the USSR,, 

For the past year Roahchin has been identified with the prospect 
of Soviet mediation in the Chinese civil war* Last month, when the 
USSR formally declined to mediate, Soviet sources confirmed reports 
that Roahchin would leave presently for Moscow., Last week, however,, 
Roahchin followed the Chinese Ministry of Foreign Affairs to Canton* 
the only Ambassador to do so 0 It is perhaps implied thereby that Roahchin* 
mediation mission also remains, or that the USSR desires the Chinese 
Government to believe that Soviet mediation is still possible* More- 
over, the Chinese Government organs now in Canton are the proper 
authorities for ratifying international agreements 

It is probable tnat the USSR does not desire a strong China <• even 
a Communist China - on the Soviet borders, and therefore is seeking 
to form a buffer area through Manchuria, Inner Mongolia, and Sinki&ng* 

1b, e Sino-Soviet treaty of 1945 provided for a strong Soviet position in 
Manchuria? although MAO Tse-tung stated publicly his desire that Outer 
Mongolia be restored to China, that area became a Soviet satellite, and 
may draw Inner Mongolia into its orbit; and now the Soviet position in 
Sinklang should be greatly strengthened by the "local agreement" which 
CHANG ha 8 gone to Tihua to negotiate, 

Th® agreement reportedly would grant the Soviet Union mining, trad© 
and aviation monopolies in Sinklang for the next forty to fifty years*, 

The mining monopoly would give th® Soviets full rights to exploit Sinklang" 
little-known resources of oil, wolfram and gold* Oil deposits in Sinklang 
are rumored to be sufficient to supply the entire Soviet Far East, 
though this would require many years of development* The mining monopoly 
would also make possible Soviet exploration to check on unconfirmed 
reports of uranium in Sinklang* 

A Soviet trade monopoly would provide for exchange of Sinklang *b 
raw materials, principally wool, for manufactured goods from the USSR* 

In addition there would be a new civil aviation agreement renewing the 
virtual air monopoly held by the USSR under the Sino— Soviet Aviation 
Agreement which was denounced by China last September* 

CHANGE mission might well prepare the ground for making a Soviet 
satellite not only of all Sinklang, but perhaps of parts of Hingsia, 
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Chinghai, and Kansu. While the Sinkiang provincial government has long 
desired resumption of trade with the USSR, the present Chinese Govern- 
ment would, seem to have little to gain, in that its life expectancy is 
certainly not the 40 or 50 yearB which the Sinkiang pact envisages „ 

Thus the Chinese Government may be seeking, in return for approval of 
the "local agreement," a means for preserving its own life: specifically* 
by Soviet mediation in the civil war. It is improbable that the USSR 
will or can mediate successfully to that end; but the USSR could easily 
promise to attempt it, and Acting President LI Tauag-jen appears sufficiently 
naive and desperate to accept such a proraiae. 

The Chinese Communist radio has not yet mentioned the Sinkiang 
negotiations. Tihua, however, is one of the 16 major centers to which, 
according to the Communists, the Peiping surrender f orreula will be 
applicable. Thus the proposed "local agreement," if it were to remove 
Sinkiang from the eventual control of the Chinese Communists, would 
seem to qualify as one of the "traitorous" treaties which the Communists 
have denounced. It is therefore possible that the USSR and the Chinese 
Communists are plotting till s maneuver in concerts i.e., that the USSR 
will promise to attempt mediation, will additionally promise CHANG and the 
Moslem governors of Ningsia and Chinghai that their authority will be 
preserved, and will then allow the area to pass into Chinese Communist 
control. It seems more likely, however, that the USSR, if not seeking 
direct oontrol of a Northwest "autonomous" regime, is at least seeking 
a position strong enough to permit the Chinese Communists to enter the 
Northwest only on USSR terms. 

The participants in a Soviet - Nationalist agreement, if the 
Chinese Communists were genuinely excluded from it, would obtain widely 
varying returns: the USSR would get Sinkiang; the Chinese Government « 
a sack of wind; CHANG « a comfortable berth, subject to sudden relocation; 
and the Moslem leaders ■» continued, although insecure, authority a 
The Chinese Communists would be confronted with a serious dilemma: 
whether to accept in silence this major loss in territory and face, as 
was the ease in regard to Outer Mongolia, or to denounce th® agreement 
and attempt » with their increased strength since 1945 - to rectify 
it® in which case their relations with their one important international 
friend would be severely compromised. While a Soviet maneuver in denying 
the Northwest to the Communists or restricting their authority therein 
would certainly increase the chances for Titoism in China, the Soviet 
annexation of the border regions would make the fact of Titoiam, if 
it does appear in China, less dangerous in its effects upon the USSR. 

Taiwan Governo r bids for U S s uppor t. In an apparent effort to •'jw 

obtain US good will and support, through EGA and other forms of aid® 

Governor CHEN Cheng has indicated to US officials he intends to develop 
in Taiwan an autonomous, anti-Goiumunist administration, which would b© 
independent of mainland China. His known loyalty to CHIANG Kai-shek and 


Approved For Release 20 


IU2701T/03 : CIA-I 


-RDP79-01 090A00050002001 9-5 



Approved Fo^gfelease 2002/01/03 : CJA -RDP79-01 09^90050002001 9-5 

imUeltCl 


w 


w 


- 0 - . 

the lattei ,:i s careful preparation to make the island his final stronghold | 

belie CHEN's claim that circumstances do not permit CHIANG's return to 
power , even in Taiwan, Moreover, CHEN’s ruthless character and hie r 

previous record in mi3.itary and proviiscial administration fail to &ub n 
stantiate his promi.se of a competent and popular regime,. Also interacting j 
to note are recent public statements of CHANG Chun in Chungking and 
HSUEH Yueh in Canton, similar to those of the Taiwan Governor, regarding 
the prospect of CHIANS* b return. Although these statements may partially 
reflect personal views, it is likslv they constitute maneuvers t 

for US aid and may even have tfeo tacit approval of the Generalissimo* j 

Inactivity characterises >ailltary situation * This week the Com- W A*[ 

muni s tS“ continued to "mails their columns in an area above Blanking from which I 
they can easily move southward across the Yangtze and occupy the , 

vital cities of the Yangtze delta when the Nationalists complete the . 

evacuation of those points* The exact intention of the Nationalist^ j 

command, which at present lacks even a semblance of cohesion, is difficult j 

to establish. Some reports indicate Nationalist combat forces have j 

been withdrawn from th© ffianking-Shanghai area, while others state i 

this movement has included only service troops. Another report, notes | 

that TANG En-po*s command — a maximum 160,000 strong— has been tendered * i 
defense funds by Shanghai groups in the expectation that these forces . 

would bo employed in th© defens© of that metropolis. Still another I 

report expresses doubt the the bulk of the city’s populace wish to see 
that city envoi ved in any future fighting. It is probable that the ^ ■_ 

great majority of the Nationalists, civil and military alike, have little f 
faith in the success of LI Tsung-jen’s present peace overtures. To [ 

the north the Communists celebrated their cleanup of North China by ; 

holding a big "liberation" celebration in which conquering Communist 
forces paraded in the streets of Peiping. US observers report that the 
armaments of the troops which entered Peiping was predominately Japanese ji 

with a heavy proportion of automatic weapons some had US Tommy guns, I 

car oi nee, and artillery, the motorized equipment was US made, and that | 

the troopa themselves , dressed in a conglomeration of uniforms appeared _ 

to be in good condition* | 

Communists confiscate E CA food at Tientsin . The Communist move w I>’f 

in abruptly terminating" the Tientsin food ration program by confiscation i 

and distribution of ECA flour stocks appears to have been shortsighted, | 

Th© chief repercussion may be a food shortage accompanied by sr&tic . * 

prices until th© harvest season* The Communists have not bean sufficiently . j 
aware that feeding the 2-3 million people in Tientsin and its environs ; 

entails large-scale food imports and an efficient collection and dis- 
tribution organization. Primarily because of ECA the people of Peiping 
and Tientsin have become accustomed to a sufficient ainounc ox cheap 
food during the last six months; if the Communists are unable, by transfers i 
from food surplus areas, to meet this standards it will be difficult I 

to justify to the people their hostile action toward ECA. - 
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r, . , /,, , , ~ jK-iii.'.ii/, munini aeration in Communi «+ 

Roith t-nina has arranged with Central Trust* a subsidiarv of tha c* + i 

st , *? ! xoh “£» 10 °.«J0 tom of Italian coal for m.OM to™ of 
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